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Re: Opposition to Proposed Changes in CRA 

Dear Ms. Johnson, 


I am writing from t he Leadership Council for Me tro p olitan Open Co mmunities in 

Chicago to co mme nt on the pr oposed changes to the regulation of t he C ommunity

Reinvestment Act. T he Leadership C ouncil is a private, non -pr ofit fair housing

organization that works to el
iminate patterns of segregation and discrimination in the 
metro politan Chicago area. We were founded in 1966 as a direct product of t he 
Chicago Freedom Moveme nt campaign for o pen housing led by Dr. Martin Lut her 
King, Jr. and other civil rights leaders. 

Since our founding, we have fought against redlining, discrimination and predatory 
lending. We have also invested a tremendous amount of energy working with banks to 
prom ote investment in min ority and low-and m oderate-i ncome com munities, develop 
innovative products and services, and stand with us against abusive practices. The 
Community Reinvestment A ct is an importan t t ool fo r low- and moderate-inc ome 
communities. We feel that if but for a strong CRA, the level of investment in our 
communities would be far less than what we see today. The proposed changes to 
the CRA regulation significantly threaten continued or new community 
reinvestment by small and midsize banks. Furt her, the proposed changes fail to 
close loopholes and modernize the CRA regulation. We thus would call on the 
Office of Thrift Supervision to not adop t the p rop ose d changes and to implement 
instead specific improvements outlined below. 

Small Bank Limits 

The p rop osed CRA regulation would change the definition of “small bank” from any 
institution with less that $250 million in assets and not part of a holding company with over $1 
billion in assets to include all institutions with less than $500 million in assets regardless of holding 
company size . This change will dramatically increase the number of banks considered 
“small” that, for CRA purposes, are examined under the streamlined small bank CRA 
examination. This exam, as y ou know, does no t evaluate banks for their levels of 
community investment and services. 
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This change will disproportio nately effect rural communities and small cities where 
smaller institutions have significant market share. In Illinois, it wil  reduce the numbe rl 
of institutions covered by the comp rehe nsive CRA exam by 63 percent, from 198 
banks to 74. However in rural areas or small cities, the number of institutions covered 
by com preh ensive CRA will decline by nearly 73 percent . In t hese com munities, many 
of which are already struggling from recent and histo ric disinvestments decisions, 
banks will have less incentive to provide innovative investment o ppo rtunities and 
services to community residents. 

By removing the holding company thresh old from t he definition of small bank,

regulators will create a loophole for large holding companies seeking to legally evade

compliance with the spirit 
of CRA. Under the pr op osed changes, large holding 
companies will likely re-constitute their banking subsidiaries as a series of local “small 
banks” to avoid comprehe nsive CRA examinations. A bank like Harris Trust and 
Savings, which currently has 26 separately char tered ins titutions in t he C hicago area 
totaling over $30 billion in assets, would find that 19 of its institutions would be 
considered “small” under the new CRA regulation despite being part of Bancmon t 
Financial Corp, a holding company with over $39 billion in assets in the United States. 
Of those Harris institutions not covered, at least th ree serve co mmunities with 
significant low-income or minority populations. 

Affiliate Lending and Assessment Areas 

Regulators also are forgoing a significant op por tunity to m odernize CRA by no t

requirin
g affiliate lending to be considered in CRA exams. As bank holding companies 
increasingly use non-bank lenders to originate mortgages, it is critical that all lending 
affiliates be required to repor t lending in an institution’s CRA exam. As currently 
structured, the CRA regulation allows banks to choose which affiliate loans in a given 
assessment area they want to apply toward the lending test. This allows institutions to 
cherry pick the b est lending affiliates for each assessment area and exclude affiliates in 
assessment areas where those affiliates might not be adequately serving the 
community. As holding com panies increasingly acquire no n-bank lenders, including 
subprime lenders, it is critical that regulators close this loophole and that all lending 
affiliates be considered in CRA exams. 

Additionally, we were disappointed to see that the re was no change to how assessment 
areas are considered. As techn ology and regulatory p olicy has advanced to allow 
financial institutions to co nduct business through ch annels othe r t han t raditional 
branches, CRA has n ot advanced with it. For example , a recent publication of the 
Woodstock Institute, a leading CRA watchdog, shows that insurance banks conduct 
over 75 percent of their lending outside of their CRA assessment areas. None of this 
lending is considered in these institutions’ CRA exams and there is no accountability to 
ensure that these banks are making loans in low- and moderate-inco me communities 
or to minorities that might otherwise benefit from this lending activity.. 

Predatory Lending Standard 

Regulators also missed a significant oppor tunity to ma ke a strong statement about 
predatory lending. The pr oposed standard allows that loans originated based on 
foreclosure value of collateral rather than bo rrower a bility to repay can n egatively 
affect a bank’s CRA exam. This standard misses numerous predatory practices such as 
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packing exorbitant fees o nto mo rtgage loans, loan flipping, charging high prepaymen t 
penalties, and mandatory arbitration t hat can strip equity from ho meowne rs and t rap 
borr owers in abusive loans. Regulators should apply a strong predatory lending 
standard to bank loans and to loans made by affiliates. 

Data Disclosure 

We welcome additional data disclosures on CRA exams, but feel the data need to be 
more fully considered in evaluations to be t ruly effective. Specifically, we support 
adding data to CRA exams to differentiate between t h e share of bank and affiliate 
loans that are originated and purchased and those which are high interest rate and 
HOEPA loans, but these loans should not be weighted equally. Originated, lower 
interest rate , and non -HOEPA loans should be given more weight. T he purpose of 
CRA is to stimulate conventional lending in underser ved areas; allowing banks to 
boost CRA pe rformance by purchasing loans, particularly loans that may not be in t he 
best interest of the borr ower, runs counter to the inten t of CRA. 

The Leadership Council appreciates the oppor tunity to comme nt on these pr oposed 
changes and looks forward to continuing our work ensuring that banks have the 
incentives and the encouragement to invest in underserved low- and moderate-income 
communities. 

Sincerely, 

Brian C. White 

Director for Co mmunity Relations and 
Chair, Chicago CRA Coalition Housing Task Force 


